The Nation's industries In 1970
generally experienced shrinkage or slug-
gish growth in real output, inereases in
priees and costs, and a narrowing of
profit margins, COuatput of the goods-
producing industries declined while
output of the serviee-type industries
grew relatively slowly.

DECLINEH or sluggish gains in out-
put, increases in prices and costs, and
a narrowing of profit margins charae-
terized the Nation's industries in 1970,
Real GNF was down 0.4 percent from
1960, reflecting deelines in the output
of the goods-producing industries and
below normal gains in the service-type
industries. The GNP price deflator
rose more in 1970 than in 1969 (5.3
percent compared with 4.7 percent) as
aceeleration in the rate of price inerease
in government, manufecturing, serv-
iees, and transportation outweighed
deceleration in trade, agrieulture, and
the utilities:

Preliminary estimates of 1070 gross
national product by industry of origin,
in current and constant prices, appear
in table 1. Gross product originating
in an industey, its value added, may
be measured as the difference between
the value of an industry’s total output
and the eost of materiale and business
services purchased by the industry, The
same total may also be calculated by
summing the industry's payments to
the factors of production {(employee
compensation, profits, ete.) and its non-
factor production costs (depreciation,
ete.). The sum of the gross products of
all industries is equal to the Nation's
total output of goods and services, or
GNP.
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1970 GNP by Major Industry

Changes in real output

The commodity producing indus-
tries—manufacturing, agriculture, for-
estry and fisheries, mining, and contract
construction—account  for about 40
pereent of the Nation's real output of
eoods and services. The aggrogate out-
put of these industries last year was
down 2.9 percent from the 1969 level.
Manufacturing production showed the
largest decrease, 3.7 percent, primarily
reflecting sharp reduetions in the dura-
ble goods industries, Durables were
particularly hard hit by the contraction
in economic activity, being affected by
the ecutbacks in defense production,
declines in construction, retrenchment
in eonsumer buying, and the leveling
in capital investment. The General
Motors strike also cut into durables
produetion.

Output in the construction industry
declined in 1970 as a result of the eredit
restraints imposed in 1969 and the con-
tinuing elimb in costs, Nonresidential
building declined throughout the year
but there was an upturn in homebuild-
ing in the latter hall of the year as
credit conditions became easier,

Farm output declined moderately for
the third consecutive year as declines
in erop production outweighed in-
creases in livestock output.

The slackening of demand for goods
in 1970 contributed to the sharp reduc-
tion in the growth of the trade industries’
output (i.e., value added); the gain was
1.6 percent in 1970, down from 3.4 per-
cent in 1969 and an average 4.8 percent
in 1965-65. Expansion of the air trans-
port industry's output turned sluggish
last year and freight volume carried
by rail and truck declined. Conse-
quently, total transportation output

remained unchanged after 8 years of
relatively rapid growth. The weakness
of output and the drive to cut costs in
other segments of the economy damped
growth in the communication and serv-
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ice industries where expansion had been
vigorous during the sixties, The com-
munication industry recorded its small-
eat gain in more than a decade—3.4
percent in 1970 compared with more
than 8 percent annually since 1961—
largely, because of a slowdown in the
growth of the telephone industry.
There was essentially no change in the
aggregate output in the services in-
dustries in 1970. Continuing gains in
the output of medical and health serv-
ices, auto repair, and other consumer-
oriented services were offset by declines
in industries offering services to busi-
nesses, such as advertising and em-
ployment agencies.
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Price changes

The GNT price deflator rose 5.3 per-
cent in 1970, the largest annual advance
ginee 1951, The increase was 4.7 percent
in 1960 and averaged 3.3 percent from
1965 to 1968 (table 3). The deflator in-
creased an average of enly 1.6 percent
per year from 1961 to 1965, the 4-yeur
perind of sharp output growth and
essentinlly stable prices preceding the
major U.S. buildup in Vietnam.

In 1870, as in 1968, there was an
inerease in the implicit price deflator
for svery major industry, ranging from
i low of 0.6 pereent for the electric and
gas industry to a high of 9.5 percent for
government, The inerease in the gov-
ernment deflator was due to inersases
in the average compengalion per em-
ployee at the Federal, State, and local
levels. 1t should be noted that under
GNP conventions, it is sssumed that
the productivity of general govern-
ment  employees  does  not  change.

An industry’s contribution to the
inerease in the overall price deflator
depends not only on the size of its own
price advance but also on its weight,
i.e., its contribution to total real output.
The rate of price advance accelerated
in 1070 in 5 of the 6 largest industries
shown in table 3, trade being the ex-
ception, The rate of price increase
decelerated in the smaller industries—
agriculture, utilities, and communi-
cations—hbut small  industries
plug trade together account for only
about one-fourth of real GNP,

The 1970 increase in the government
deflator was so sharp that it accounted
for 1.2 percentage points of the 5.3
percent in the GNP deflator, even
though government accounted for less
than 10 percent of total output. Trade
and services each accounted for another
1.1 points of the incresse. Finance,
insurance, and real estate contributed
about 1.0 points, while the composite of

these
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:Igricull,uw, construction, transporti-
tion, communication, and utilities added
another 0.9 points. Price changes in
mining and in manufacturing were
considerably below the average for the
economy as & whole and thus held
down the rate of increase in the overall
deflator,

In the past decade, the deflator for
the private nonfarm business sector
of the economy has risen less sharply
than the deflator for the entire econ-
omy. Within thiz business sector, the
deflator for the manufacturing in-
dustries has advanced less rapidly than
that for the nonmanufacturing in-
dustries. During the second half of the
1960's, the deflator for manufacturing
increased at a steady rate of slightly
over 2 pereent a year, but the inerease
in the deflator for nonmanufaecturing
industries accelerated sharply. In 1970,
the picture changed somewhat; the
manufacturing deflator rose 2.7 per-
cent, compared with 2.2 percent in
1969, whereas the nonmanufacturing
priee inerease of 5.5 percent was only
slightly mere than the 1969 rise of
5.2 percent.

Unit costs and profits

Profits per unit of output in most
industries declined sharply from 1969
to 1970, as unit costs increased more
rapidly than prices. While the deflator
for the private nonfarm business sector
increased 4.7 percent, unit labor costs
rose 6.0 percent and other unit costs
increased by about 10 percent. Conse-
gquently, profits per unit of output
declined about 5 percent from 1969 to
1970,

Unit labor costs continued to advance
sharply in all industries in 1970, as
higher employee compensation was only
slightly offset by gains in productivity.
However, the unit cost increase slowed
someéwhat in trade and in the finance,
insurance, and real estate group. This
resulted in a deceleration in the rise
of unit labor costs for nonmanufactur-
ing business as a whole, while unit
labor costz were accelerating in manu-
facturing. In contrast, during the
1960's, unit labor costs in manufactur-
ing increased much less rapidly than
in nonmanufacturing.
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